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APPENDIX A 


SCOPE AND METHOD 


Digitized by the Internet Archive 
in 2024 with funding from 
University of Toronto 


httos://archive.org/details/31761118924455 


Since November 1984 the Ministry of Energy has 
collected weekly gasoline prices for selected 
stations in Toronto, Ottawa, Kitchener-Waterloo, and 
London. In addition, for several years, quarterly 
price surveys for 28 communities throughout Ontario 
and bi-monthly volume surveys for metropolitan 
Toronto have been gathered. 


To provide additonal data on southern Ontario for 
the analysis of price differences, the Ministry of 
Energy undertook a weekly telephone survey of 
selected centres beginning in early July. The 
selected centres were: 


Brampton Brockville 

Burlington Chatham 

Cornwall Fort Erie 

Gananoque Guelph 

Hamilton Kingston 

Markham Niagara Falls 

Oshawa Oakville 

Pickering Powassan 

Richmond Hill Sarnia 

St. Catharines Windsor 

Thornhill 

Hwy 35 North of Hwy 401 Hwy 11 North of Barrie 
(Orono) (Oro Township) 


To provide comparable data for northern Ontario, the 
Ministry of Northern Development and Mines expanded 
their weekly gasoline Pricing survey of 29 
communities to cover 76 communities for the period 
Of) vithe i nstudy.: These prices were gathered by 
Ministry personnel across the north and provide a 


data base to measure both north-south and 
intra-regional differentials. Data were weighted to 
reflect population when calculating regional 


averages. 


To help determine the reasons for differences, a 
survey was undertaken of selected communities in 
both northern and southern Ontario. Students were 
hired for the purpose, with those working in the 
north coming from the local communities. 


In the north, the centres surveyed were: 


Chapleau Hearst—Kapuskasing 
Sault Ste. Marie Timmins 

North Bay Thunder Bay 

Red Lake Sudbury 


Major highways leading out of the centres were also 
surveyed to measure the extent to which outlying 
areas affected and were affected by prices in the 
communities. 


5u> is 


During a seven-day period in mid-August the 
surveyors located all the retail gasoline outlets 
within the survey boundaries and recorded on a daily 
basis all posted prices and general market 
conditions. The latter included such things as: 


1. The extent of brand identification by individual 
stations. 


20) The-Uvisibiltrey (to Wene* driving public): “and 
extent (number per station) of signage, the type 
(raised, lowrise, etc.) and size of signs and 
the degree of brand and grade identification 
(i.e. posting of regular prices only, regular 
prices on main sign and other grades on smaller 
Signs, all grades on main sign). 


3. Other services offered (i.e. car wash, service 
bays). 


4. Grades of fuel sold (i.e. regular, unleaded, 
premium, diesel, propane). 


5. Credit terms offered (i.e. major credit cards, 
gas card only, cash only). 


6. Hours of business. 


7. Age and style of station (including number of 
pumps and islands), as well as its general 
appearance. 


8. Owner operated or leased (identified by sign 
over door or question while asking for volume 
data). 

Volume Data 
Traffic Flows 


9. Abandoned and reduced service outlets. 


10. Geographic location and location in relation to 
other stations. 


Surveyors were also asked to make qualitative 
observations on such factors as the visibility, ease 
of access and nature of traffic. 


Again, to provide data for comparison, three surveys 
of a similar nature were undertaken in the _ south. 
Full market surveys for Chatham and Guelph and a 
spot location survey of Ottawa were completed. 


Using the sample information sheet (Attached), the 
required information was compiled and summarized. 
The data obtained did not provide a statistically 
rigorous determination of market forces across the 
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province, but when used with other data collected, 
enabled Ministry staff to gain a better 


understanding of the forces at work in the 
marketplace. 


To better understand how those involved in retail 
gasoline industry look upon the current’ market 
conditions, Ministry of Energy staff held interviews 
with the following oil companies: 


Imperial Oil (Esso) Sunoco 
Texaco Canada Petro-Canada 
Shell Canada Ultramar Canada 


In addition, an interview was held with Polysar, the 
onlynioil?trefiner> int¥Ontario that does*"not own’ a 


gasoline chain and sells entirely to independent 
dealers. 


In these interviews, the companies were asked to 
describe their distribution systems in Ontario with 
emphasis on  the- north, provide cost data on 
distribution systems, and to discuss what factors 
influence prices. They also provided market data 
such as station count and volume per outlet 
figures. A copy of the questionnaire used for the 
interviews is attached. 


Information received from the oil companies was 
given in confidence and is considered commercially 
sensitive. Where specific information is used in 
the study, it is done so with the permission of the 
sources. Other figures used in the report are not 
company specific, but rather summaries of all the 
data received from the industry. 


Various associations and groups involved in the 
industry were interviewed: the Automotive 
Aftermarket Retailers of Ontario (AARO), the Thunder 
Bay Association of Automotive Trades, the Petroleum 
Marketers Association of Canada (PMAC), the Canadian 
Federation of Independent Petroleum Marketers 
(CFIPM), and the Ontario Petroleum Association 
(OPA). As well, a total of eighteen dealers was 
consulted. The issues raised mainly involved the 
views of these groups on the market conditions for 
retailing gasoline. 


Questionnaire for Oil Company Interviews 


The following questionnaire is to be used as a guide 
in interviewing oil companies. It should be used as 
a means of focusing the discussion and should not be 
premitted to inhibit the expression of other factors 
which may be raised by the oil companies. Intva Ll 
cases, the companies should be asked to give their 
OPplNLON. | On, Showssmsiani £1 canta che #etactommarss in 
determining gasoline prices. 


Much. Of } the data will’ (be ‘confidential. mn “nature. 
Some of it the companies may refuse to provide. In 
these cases it should be made clear that in the 
absence of data, the Government will use its best 
estimate, and that errors in such estimates may bias 
the results. Companies should be assured that any 
data they provide us which they identify as being 
confidential will be treated as such. 
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North/South Gasoline Studies 
Oil Company Interviews 


Cost Factors 


ae. 


Briefly describe your distribution system in 
Northern Ontario. 


= Where do you operate terminals? 
Capacities? Costs? 

= How much is sold through distributors? 

: How does your product reach the north? 
Costs? 

= How do these costs compare with the south? 

~ What are the costs in getting your product 
to the following centres? 


Geraldton North Bay Timmins 
Hearst Sault Ste. Marie Thunder Bay 
Kapuskasing Sudbury Kenora 


How do you determine leasing charges for dealers 
at company-owned stations? Are they different 
from north to south? 


What other charges does the lessee pay? (e.g. 
for brand identification or TBRA Service) 


Are there differences in your pricing policies 
between north and south? 


- Price support mechanisms? 
- Guaranteed margins? 

- Volume discounts? 

Others? 


On average, are there physical differences 
between service stations in the north and south 
that would increase the costs of supplying 
them? (e.g. dump size, scheduling of dumps, 
type of tank (underground or above ground). 


On average, is there a difference in the volume 
sold per outlet? How big is the difference? 


in’ <your iopinion,. (what) «other factors. affect 
differences in dealer operating costs? 


Marketing Factors 


ie 


Describe the importance of each of the following 
factors in determining retail price levels. 
Which are the most significant gcauses j,0f 
differences in price between north and _ south? 
Can you quantify any of the differences? 


- Brand identification 
—& Distance between stations 
= Number of brands offered 
= Number of independent operators 
= Relative numbers of company operated, 
leased and dealer owned stations 
= Number of stations per capita 
- Traffic flow past station 
= Locals versus through traffic 
- Differences in local sensitivity to prices 
- Credit terms offered 
- Service offered 
- Grade mix 
- Hours of business 
- Cost of establishing station 
- permits 
=tland 
- construction 
= Others 
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STUDENT SURVEY METHODOLOGY 


This paper outlines the method by which the detailed 
Survey of gasoline prices for specific centres will 
be undertaken. It will be used to brief the summer 
students that will be hired to complete the survey. 


The purpose of the students' activities is to 
determine as definitively as possible the 
differences in market conditions which result in 
differences in prices. The data obtained will not 
provide a statistically rigorous answer, but when 
combined with data from other sources, will enable 
us to gain a better understanding of the forces at 
work. 


Students to handle the Southern Ontario surveys will 
be hired through the Ministry of Energy and assigned 
to the centres of Guelph, Chatham and Ottawa. It is 
planned that there will be one group of two students 
for each survey centre. The actual survey borders 
will be set by Ministry staff and will consist of 
the city proper and surrounding areas in the first 
two surveys and selected market areas in the Ottawa 
survey. The student supervisor for the Ministry of 
Energy will be Tim Sharp, who has been contracted to 
act as a research analyst on the project. 


The Ministry of Northern Affairs will handle the 
hiring of students for Northern Ontario and the 
final selection of centres to be surveyed. The 
current list of centres includes: 


Chapleau Hearst-—Kapuskasing 
Sault Ste. Marie Timmins 

North Bay Thunder Bay 

Red Lake Sudbury 


Major highways leading out of the centres will also 
be surveyed for gasoline prices for a distance to be 
set by MNA and Ministry of Energy. 


The students will be assigned a seven-day period in 
which they will locate all the retail gasoline 
outlets within the survey borders and record all 
posted prices on a daily basis. They will also be 
asked to observe such details as: 


l. The.extent of» brand. identification, by. individual 
stations. 


2 a 


2. The wvisibrlity (to™ the @driving = public) and 
extent (number per station) of signage, with 
regard to type (raised, lowrise, etc.), size and 
the degree of brand and grade identification 


(1ext-do *they *post Treguilar’ prices’ tonty, “regular 
prices on main sign and other grades on smaller 


signs, all grades on main sign). 


3). Other?sservices offered “(ies car) owash,‘serviree 
bays). 


4 Grades “oft * fuel sold’ (i.es > regular, © unleaded, 
premium, diesel, propane). 


5. Credre “terms offered 4Ci-es mayor™ creditrcards, 
gas card only, cash only). 


6. Hours of business. 


7. Age and style of station (including number of 
pumps and islands), as well as general 
appearance of station. 


8. Owner operated or leased (Identified by sign 
over door or question while asking for volume 
data). 


9. Abandoned and reduced service outlets. 


IO’? Géographic* Vocation? and “Vocation™ in t-regard ‘to 
other stations. 


They will also be asked to make obervations based 
partially on opinion, with regard to such things as 
visibility and access to stations and their location 
relative to other regions (where does real 
competition lie). 


They will be asked to approach station operators 
only to inquire about the volume pumped at each 


station. The operator may or may not give this 
information and students must not press unwilling 
subjects. The volume data will be important in 


judging assumptions on market conditions and volume 
discounts vs. prices. If possible, volume should be 
obtained on a monthly basis. If station operators 
withhold volume data, students will be instructed to 
note stations in close proximity that have markedly 
different prices (over what can be expected in 
services offered and brand type). The students will 
make closer surveys of the stations involved, 
including traffic counts through the stations over a 
l/2 Hour period. These data will be used to gauge 
price sensitivity in the different markets. 


oe gl = 


Students must be discreet in their actions.’ and 
contact with the public. They are not to engage any 
member of the public in questionings or debate. If 
a person should wish to volunteer an opinion, the 
students are to listen, note the comment and include 
it in their general reports. If the person is 
persistent in questioning or desires more 


information, the students are ‘to ‘arrange contact 
with Ministry personnel. 


Where two or more stations in close proximity to 
each other report substantially different volumes of 
sales despite similar price structures, the students 
should attempt to explain why they believe these 
differences occur, with particular reference to the 
factors listed above. 


The students will also visit area Ministry of 
Transportation and Communications offices and local 
Government and Tourism offices to collect’ the 
following where available: 


ibe Automobile registrations (Available through 
MTC Downsview) 


Page Fleet vs private vehicles (Local government ) 


coy Tourrst + trarfic!! (MTC tangs Tourist 5 Board, 
also Tourism and Recreation) 


4. Disposable income (Local government or 
Statistics Canada) 


oe Traffic volumes travelling past stations 
(MTC and local government) 


6. Municipal taxes on retail outlets (Local 
government ) 


Some of these data may be only available in Toronto 
through Ministry staff. The students are encouraged 
to try to obtain as much in the field as possible. 


Again, students must limit their scope of activities 
when searching out this data. However, any general 
patterns of problems or activity should be noted and 
included in the report. 


To facilitate contact, the students will be issued 
1.D. cards and letters of introduction from suitable 
senior ministry staff in order to explain the 
general purpose of their work and help deflect any 
local scrutiny from the students. 
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After the survey period has been completed, the 
students will complete their reports within one 
week. It wilds, include, . daily;yprices;,, within, the 
region surveyed, the summary of station 
characteristics and local market data obtained from 
MTC, local government and Tourist Boards. They will 
be encouraged to include any linkages and 
observations either observed or noted by _ local 
people, as well as comments from interested parties. 


Student surveys should be started by the week of 
August 12 and the reports completed by the end of 
the week of August 19. 


DETAILED MARKET SURVEY -—- OTTAWA.SPOT LOCATION 


Old #7 (Richmond Rd.) - Bells Corners 


From railway overpass at west end to railway 
overpass at east end 


Base Line Rd., between Greenbank Rd. and Merivale Rd. 
(all four corners at intersections) 


Carling Ave., between Woodroffe Ave. and Fisher Ave. 
(all four corners at intersections) 


Bank St., between Riverside Dr. and Walkley Rd. 
(all four’ corners at intersections) 


St. Laurent Blvd., between Russell Rd. and Donald St. 
(all=foun coGuners) ateintersections,) 


Bronson Ave., between Colonel By Drive and Laurier 
Ave. 
(all four corners) at intersections ) 


Monti ealis Rdso’ (FE7B YS — eSt sedoseph.Blvd. (Olds #17), 


between Rideau River and Champlain 
St. (Orleans) 


Survey if applicable 
#16 between Regional Rd. #8 and Baseline Rd. 
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APPENDIX B 


SUMMARIES OF OTHER STUDIES 


The Royal Commission on Petroleum Products Pricing 


On July 16,.- 1975, #an.,Ontarwo, Royal. Commission. .on 
Petroleum Products Pricing was’ established. The 
Commission, headed by Claude Isbister, was directed 
by the Province to inquire into and report on: 


(a) inventories available to Ontario of crude 
oil and petroleum products, 


(b) any changes (other than those directly 
attributable to changes in the price of 
Crude. oil) ein. then” price. ,.of petroleum 
PrOoductsssold: in) OntaGglo.. and 


(c) the relationship between any such _ price 
changes and the interests of the consuming 


public OF Ontario, particularly with 
consideration being given to, 


= the adequacy of any petroleum 


product pricing guidelines 
established by the Federal 
Government as they may apply to 
Ontario; 


- working capital requirements of 
the petroleum industry; 


- the continuity of supply in 
Ontarion sof crude of--and-—=nore 
particularly petroleum products; 
and 


(d) consideration as to procedures that might 
be followed in relation to future changes 
ine tne, prace~OL, crude sou wh. 


Under the third point of its Terms of Reference, the 
Commission focused its inquiry on the petroleum 
refining and marketing industry in Ontario. The 
Commission's major conclusions and recommendations 
for this part of the inquiry centered on the 
following issues regarding the industry's structure 
and profitability, and gasoline retailing. 


af INDUSTRY STRUCTURE AND PROFITABILITY 
(a) Competition 
The evidence presented to the Commission showed 


that in spite of a seven-company oligopolistic 
structure. and the possibility of ,price control, 


BUgAS 


the refinery industry was competitive and 
markets were efficiently performing the task of 
allocation. The industry showed its capacity to 
introduce innovative methods in retailing and to 
adapt to the changing patterns of demand. In 
fact, the  Commisston. found that .profits and 
return on capital in Ontario was moderate to low 
for the industry. 


CONCLUSION: The oil industry is competitive, 


and with respect to prices 
consumers are being well served. 


(b) Profitability of the Major Oil Companies in 


(c) 


Ontario 


The Commission found that while earnings had 
risen in recent years preceeding the inquiry, 
they were not very high in comparison with other 
Canadian industries and were below the company's 
cost of capital. The Ontario results were based 
largely on each company's estimated allocation 
to the province of the overhead and employed 
Capea that are national in scope. The 
Commission was satisfied that the oil companies 
had not presented their figures so as to make 
Ontario's returns seem less than they were. 


RECOMMENDATION: The companies should include 


rates of return from refining 
and marketing in their annual 


reports. 

STATUS: Since the publication of the 
Royal Commission's report, all 
the major integrated oil 
companies have reorganized to 
separate their upstream 
operations (exploration and 
production) from the 
downstream (Genin ing and 
marketing). Although the 


financial statements included 
in the annual reports of these 


companies are consolidated, 
most include figures on _ the 
rates Or return in the 


downstream sector. 


Competitive Markets or Provincial Price 
Controls 


During its inquiry, the Commission concluded 
that the unique production processes in the 
refining industry did not lend themselves to 
price regulations. There are so many different 
products that are made from refining a single 


II 


a 


barrel of crude oil that At Ee ti wairtually 
impossible to say what the production cost is of 
any Single product. The Commission believed 
that there could be no agreement provided by the 
industry or regulating authority as to how to 
set a price £or each petroleum PrOdauct,. 
Therefore, the Commission concluded that the 
existing markets gave better service to 
consumers than would result from government 
regulation and in fact believed prices would be 
increased under’ regulation. The users-~ and 
consumers of petroleum products would lose if a 
regulated pricing scheme were to replace the 
present marketing structure, which creates 
incentives for operating efficiency and_ is 
holding profits down. 


RECOMMENDATION: In the interest Ot 


consumers, Ontario should 
avoid the establishment of 
an agency to regulate prices. 


STATUS: Ontario has taken no steps 
toward the regulation of 
prices. However, the Ministry 


of Energy regularly monitors 
prices throughout the province, 


GASOLINE RETAILING 


(d) Wholesale Prices and Consignment Sales 


The most contentious issues brought before the 
Commission were those concerning the 
merchandising of gasoline. One issue in this 
area was the practice of "consignment selling" 
by the majors. "Consignment selling" is a form 
of financial support extended by the major oil 
company to its lessee dealers when the retail 
price for gasoline is competitively reduced 
below wholesale prices. Under a "consignment 
sales" system the oil companies accept a lower 
wholesale price, guaranteeing the dealer a fixed 
operating margin un tad normal pricing is 
restored. Under this arrangement, the oil 
company retains ownership of the gasoline and 
sets the price at which the retailer can sell 
the gasoline. The Commission found that the 
frequency of consignment selling was such that 
the practice was becoming more the rule than the 
exception. With consignment selling at almost 
85% of the majors brand-name sales, a 


a 


significant portion of gasoline sales in Ontario 


were becoming subject to oil company retail 
pracaing. 


The Commission could not find any evidence that 
the elimination of consignment selling would be 


desirable for the industry. However, the 
Commission agreed that the current situation was 
not: Gideal : Consignment selling could be a 


potential device for actually initiating price 
wars rather than just a support mechanism to 
meet local instances of price competition. In 
addition, in certain parts of the province like 
Northern Ontario where competitive forces don't 
appear as strongly, dealers don't experience the 
same opportunities for reducing the wholesale 
price for gasoline and consumers are 
consequently required to pay the higher posted - 
tankwagon prices. 


CONCLUSIONS : There is no formula by which a 
government statute .could restore 
desirable balances (between 
wholesale prices and retail 


prices) without creating further 
discrepancies that would be more 
objectionable to consumers. 


RECOMMENDATION : The Ministry of Energy 
should arrange annual 
consultations with each of 
the majors commencing a year 
hence with regard to_ the 
progress being achieved in 
the restoration of more 
normal pricing relationships. 


STATUS: The Ministry of Energy meets 
frequently with each of the 
major oil companies. However no 
regular meetings have been held 
with the specific purpose of 
examining progress toward more 


normal pricing relationships. 
Sinceseithe Sipublti cats ons tof. the 
Royal Commission report, the 


percentage of major brand-name 
sales) sold on “consignment or 
under guaranteed margin schemes 
is estimated to have increased. 
Current moves by Esso and Shell 
to introduce a system of rack 
pricing are designed, among 
other things, to reduce’ the 
incidence of consignment selling. 


eas 


(e) Rentals Charged on Retailing Premises 


(£) 


The Commission found that the collection of 
rents by the oil companies for properties leased 
by their dealers were not normally collected on 
the basis of a fixed charged related to the 
annual carrying costs of land and facilities at 
a particular location. Rather, wWntiorder «to 
protect its dealers from the swings in volume 
and price levels, rental charges had been based 
on sales volumes and income from service bays. 
The Commission found reason to believe that the 
treatment of rents in this manner can generate 
inefficiency in retailing and excess capacity. 
A dealer with low volumes pays less rent than 
the annual carrying costs to the oil company for 
the land and facilities, and»;is* then able to 
Survive in the marketplace. The treatment of 
rents on a variable basis was found to be an 
implicit rent subsidy keeping marginal outlets 
at the expense of more profitable outlets and in 
fact contributed to the overcapacity situation 
that developed in the gasoline retail market. 


RECOMMENDATION : The companies should 
consider these rents with 
the objective of moving 
towards fixed annual rentals 
that bear a closer 


relationship to the values 
of individual properties. 


STATUS : Most major oil companies have 


moved away from rents tied 
directly to sales of gasoline 
and other products. Most leases 
are now based on negotiations 
between the company and its 
lessee and are based on a 
predetermined business 
eppertungtys i for pothes particular 
location over the period of the 
lease. This system still bears 
little relationship to the 
annuialesjearrying, costsevof land 
and facilities. 


Northern Ontario 


From the evidence presented at the Commission, 
Lc was shown that in market areas of 
comparatively weaker competition, that the major 
oil companies were more successful in collecting 
fuldysposted } prices. for’ gasoline. While there 
seemed to be a general problem of this nature in 
isolated communities across Ontario, most of the 


—" Ges 


evidence was focussed on the small isolated 
regions of the North. In these areas consumers 
appeared to have a restricted number of options 
for buying gasoline. Self serve stations were 
not at that time prevalent in the North and 
operating margins of the dealers were higher 
than in other areas. 


The oil companies explained the difference in 
prices for gasoline in the North on extra 
transportation costs to areas furthest from 
southern refineries. The Commission found this 
to be true to some extent. Of the 13.4¢/gallon 
price differential the Commission studied 
between Toronto and Kapuskasing, 5 .4¢ was 
accounted “for an extra=transportation “costs. 
The realization of tankwagon prices in the 
absence of consignment selling opportunities in 
Kapuskasing meant that the wholesale price to 
dealers “at” that “time “was® about © 42 7¢/gallon 
MUGnhe reine Cie eNOGLN than "ir @=LOronto. and 


consequently dealer margins were about 
3.3¢/gallon higher in Kapuskasing. From this 
study, the Commission found that of the 


13.4¢/gallon difference between north and south, 
8.0¢ (4.74 + 3.3¢) was associated with price 
components that remained high because of a lower 
level of competition in the market and the lack 
of associated discounting opportunities. 


RECOMMENDATION : The companies should address 
themselves to the question 
of Pricing i such 
communities through 
provision of the most modern 
and efficient retailing 
techniques that are 
consistent with the size of 
a particular market and 


early application in the 
North of the recommendations 
pertaining to property 
rentals and consideration of 
the relationships between 
posted prices and actual 
proces. 


STATUS: Implementation of modern and 
efficient retailing techniques 
usually requires extensive 
investment in new’ facilities. 
Such potential investments must 
compete for corporate funds, not 
only with similar investments 


elsewhere, but also with 
projects LOL; among others, 
refinery modifications and 


pollution abatement. The size 


(g) 


(h) 
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of the market in the north has 
not been sufficient to justify, 
as yet, the necessary investment 
except in the largest urban 
centres 


The incidence of company-owned 
Stations jin” the 6 iwncErthy yas ° far 
lower than it is in the south. 
This lessens the opportunity for 
the major companies to affect 
the market by subsidizing 
rentals. 


The!-introduction ‘of rack pricing 
by Imperial and Shell, iS 3 
successful, should reduce _ the 
difference between posted = and 
actual prices. 


Furnace Fuel and Commercial Products 


In its examination of the furnace fuel market, 
the Commission found that the competitive 
pressures on producers appeared to be less 
intense in comparison to the gasoline market. 
Retail sales of furnace fuel oil were typically 
made at posted prices. 


CONCLUSION : Selected product markets 
reviewed are competitive and 
functioning with at least 
reasonable efficiency and there 
is no requirement for 
governmental intervention. 


Uniform Wholesale Pricing 


The Commission could not find any evidence to 
support some submissions suggesting that’ the 
major oil companies stop using posted prices and 
sell gasoline to dealers at a uniform wholesale 
price plus whatever mark ups are appropriate to 
cover the costs involved in the particular line 


of business. The Commission believed that 
competition, when working well, would = avoid 
price discrimination among the different 


categories of sales. 


CONCLUSION: From tthe: point ‘ot. (view Or(of!* the 


consuming public the abolition 
of the posted price cannot be 
endorsed at present as_ leading 
to increased competition or 
other identifiable reforms. 
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(i) Divorcement of Retail and Wholesale Levels 


(3) 


(k) 


Some evidence presented to the Commission 
suggested that oil companies be prohibited, 
through divorcement legislation, from operating 
retail outlets in competition with lessee 
dealers although the oil companies could 
continue to own outlets. The Commission 
acknowledged that the relationship between 
lessee dealers and the oil companies’ might 
feasibly be improved, however, the Commission 
wrote that it could not consider the proposal 
for further investigation on grounds other than 
consumer interests. in this respect, the 
Commission believed that divorcement would 
probably lead to higher prices for consumers. 
It also noted that there was no apparent record 
of substantial consideration from which Ontario 
might be able to anticipate the impacts of such 
a change. 


RECOMMENDATION: The Government should 
proceed no further with 
proposals for divorcement 
that have been put before it. 


STATUS: The Government has taken no 
steps to proceed with 
divorcement. The Director of 
Investigations has recommended 
divorcement remedies ae. the 
Restrictive Trade Practices 


Commission. 


Divestiture of Retailing Operations by the 
Integrated Major Oil Companies 


There was a Single presentation to the 
Commission recommending that oil companies’ be 
prohibited from owning sites and facilities used 
for the retail sale of gasoline as a measure 
promoting competition. The Commission believed 
that such a proposal would create more 
administrative and legal problems than 
divorcement. 


CONCLUSION: A measure of this kind Ls 


neither necessary nor desirable 
in? Ontario. 


Prohibition of  Self-Serves Operated by Oil 
Companies 


Recommendations made to the Commission included 
the prohibition of the direct operation of self 


(i) 


(m) 
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serve stations by the oil companies, in favour 
of lessee dealers. The Commission felt that 
Since self serves still required management, 
that lessee operation would occur after a trial 
period with the self serve mode of retailing. 
The Commission found no reason to fear that 
service and repair facilities would disappear 
with the advent of self-serve retailing and that 
consumers would be better served with more 
efficient distribution of gasoline. 


CONCLUSION: Lt as in the interest of 


consumers that the oil companies 
not be prevented from getting 
ahead with rationalized and more 
efficient modes of distribution 
including self-serves. 


Taxes, Royalties and Products Pricing 


The Commission found it very important to note 
that while prices of gasoline and other products 
have continued to rise, taxes and royalties on 
crude oil production at home and abroad were 
responsible for most of the increase. Only a 
small portion could be attributed to growth in 
the refiners costs and revenues and that most 
consumers did not fully understand this. 


CONCLUSION: An extraordinary divergence has 


developed between public 
opinions that are focused 
adversely on the oil industry 
alone = and, im g.Ccontrast,; the 
facts of the current situation. 
There are even greater public 
interests involved in the fiscal 
measures of the federal and 
provincial governments, which 
are the larger claimants on the 
dollar spent,..by. the -consumer on 
petroleum products. 


The Dealers 


The Commission was considerably impressed by the 
DiaGgi of many retail dealers who faced 
bankruptcy during the period the Commission was 
examining. However, the Commission did not 
believe that the proposals the dealers forwarded 
would save them from going out of business any 
more than it believed that the problems were 
created by predatory oil companies. The 
Commission found that Ontario's petroleum 
products industry was a highly competitive 


Peay abe 


market and it was this situation that resulted 


in a decrease in the number of viable, efficient 
retail outlets. 


CONCLUSION: Any measures O£ governmental 
intervention in present plight 
of many lessee dealers and 


regulation in support of them 
would have [toabbew justified . on 


grounds other than the interests 


On consumers to which the 
Commission is directed. 
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Restrictive Trade Practices Commission 
On 
The State Of Competition In 


The Canadian Petroleum Industry 


Summary 


In 1981, the Director of Investigation and Research 
of the Federal Department of Consumer and Corporate 
Affairs Canada, completed a seven year inquiry into 
the state of competition in the Canadian petroleum 
industry. Under the Combines Investigation Act, the 
Director issued a seven-volume statement 
(subsequently referred to as the "Green Books") 
alleging that the major integrated petroleum 
companies in Canada engaged im predatory. — and 
anticompetitive practices between 1958 and 1973 to 
the detriment of Canadian consumers. The Director 
estimated that for that period, Canadian consumers 
were overcharged $12.1 billion (in 1980 dollars). 


Over the next four years, until October 1985, the 
Restrictive Trade Practices Commission convened a 
series of public hearings to examine evidence and 
hear argument relating to the Director's statement 
and proposed remedies for three areas of the 
petroleum industry: i) The International Sector, ii) 
The Refining Sector, and iii) The Marketing Sector. 
Evidence was received from the major oil companies, 
the Director of Investigation and Research, Energy 
Mines and Resources Canada, various associations 
representing dealers, petroleum marketers, 
retailers, automotive product distributors and 
consumers, as well as from interested individuals. 


The remedies proposed by the Director in the 
original Green Books were revised a number of times 
over the course of the Commission's inquiry partly 
in response to ongoing changes in the dynamic 
petroleum industry environment, and partly to 
clarify the viability of some of the remedies. The 
Commission has yet to release its report, having 
only recently concluded hearings. The final report 
of the Restrictive Trade Practices Commission may or 
may not accept, modify or dismiss any or all of the 
remedies proposed for the petroleum industry and 
which were filed in the Director's final submission 
to the Commission on August 22, 1984. 


THE PROPOSED REMEDIES 


a) 


il 


International Sector 


The mandate of the Oil Import Compensation 


Program be expanded (9) explicitly 
encourage more efficient purchasing of 
imported crude onl, and that its 


compensation calculation methodology be 
amended to provide the incentive necessary 
to fulfill its new mandate. 


In the case of all transactions involving 
the acquisition of imported crude oil from 
a related or affiliated party, receipt of 
compensation be made conditional upon the 
provision of satisfactory documentary 
evidence’ indicating» the initial cost of 
the crude oil to the integrated network. 


The data supplied in compliance with 
International Remedy 2 be used by the 
Department of Energy, Mines and Resources 
to Umaintain marl record? fof ffinsti7 purchaser 
costs to the integrated networks, and that 
this information be provided to the 
Department of National Revenue for its use 
in determining "fair market value" with 
respect to crude oil transfer prices. 


Motor fuel imports be permitted to remain 
free from government regulatory 
restrictions as to volumes and territorial 
disposition, and that’ such imports be 
permitted to continue entering Canada 
duty-free and in a fashion that does not 
discriminate between motor fuels, crude 
Oil or other petroleum products. 


The Income Tax Act be amended to provide 
thet, Sim?ther casero raftitiated transfer 
transactions, the fair market value of 
imported crude oil will be the lower of: 


i) the actual price paid; 

ce) the price of quality adjusted 
Canadian crude oil landed at the 
relevant refinery, as determined by 
the Department of Energy, Mines and 
Resources; ‘or 

iii) the price revealed in comparable 
third-party arm's length 
transactions in the international 
market. 


ii) Refining Sector 


GC. 


All reciprocal (i.e. interdependent ) 
supply arrangements between refiners in 
excess of 90 days be prohibited, except 
that any such arrangement already in 
existence may be continued if, upon review 
by the Restrictive Trade Practices 
Commission PEPrOrsal modifications oL tre, as 
found to have a beneficial effect upon 
competition. 


ALY other existing or future supply 
arrangements between refiners exceeding 
two years in’ duration be prohibited 
unless, upon review by the Restrictive 
trade Practices Commission, it is found to 
be likely to have a beneficial effect upon 
competition. 


iii) Marketing Sector 


on 
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ive 


L2% 


Covenants restricting the use of property 
for the sale of motor fuels or limiting 
the source of supply of motor fuels to the 
purchaser of such property be prohibited. 


Exclusive dealing in motor fuels be 


' prohibited. This prohibition would 


provide that any retailer of motor fuels 
be free to purchase motor fuels from any 
source and market through any facilities 


provided that the motor fuels meet 
specifications established by the Canadian 
General Standards Board (currently 


specification CDN 2-3.1 - M78). 


Restrictions on advertising tires, 
batteries, accessories, lubricants, 
greases and motor oils from any particular 
source be prohibited. 


Marketers be permitted to indicate the 
manufacturer of the motor fuels being sold. 


Suppliers of motor fuels and affiliates be 
prohibited from obtaining direct or 
indirect “control “over retail prices. of 
motor fuels at any marketing outlets other 
than outlets that the supplier owns and 
operates directly. 
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14. 
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Any acquisition by refiners of retail 
motor fuel outlets be subject to the 
approval of the Restrictive Trade 
Practices Commission. 


The Combines Investigation Act be amended 
to provide for Interim Supply Orders under 
Section 3le2- 


A 
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NOVA SCOTIA 


study of gasoline marketing was reported in a 


published document March 16, 1976. 


The interrelated objectives of the study included: 


1) 


2) 


3) 


4) 


2) 


Reduction in the excessive number of outlets so 
as to reduce “the /totalmcosti tof the distribution 
system. 


More effective price competition among retail 
outlets. 


Broader choice as to the mix of facilities for 
consumers. 


The creation of an environment more conducive to 
the establishment of independent retail outlets 
and independent wholesalers. 


The encouragement of greater price competition 
among wholesalers. 


Gasoline marketing is regulated as a utility coming 
under the jurisdiction of The Board of Commissioners 
OL" Publ ive *UCritties: 


The Board regulates the dealer retail margin and 
the wholesale price (Dealer tank wagon price). 


They also regulate hours of operation, building 
permits, service levels and other activities. 
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BRITISH COLUMBIA 


The 1975 study pertained to the operating mode for 
service stations as well as the contractual 


obligations assumed by brand company dealers’ who 
leased or had supply contracts. 


= The study blames the over supply of service 
stations, as»iagrrootiseprobliema4 Al rationalization 
of stations would logically achieve: 


1. Higher gasoline sales volumes per station. 


2; A lower unit <dabour “cost fon) spumping 
gasoline. 


3. A lower retail margin due to higher volume. 


4. Motorists in rural areas would benefit from 
lower prices, 


5, A dealer) “bill wot rights. — would?) bring 
competitive practices and enable dealers to 
become independent business people. 


6. The major companies should be able to earn 
normal profits. Normal profits = 1% above 
price. 


Pe ty ee 
PSE Le 


A ‘comMIsSsioneundert jurisdiction of the PJEST. Public 
Utilities regulates all aspects of gasoline 
retailing. 


There is no useful information from the reports on 
public hearings regarding licensing of self serves, 
cross merchandising, gasoline promotion and_ the 
relationships between service bays and _ gasoline 
sales. 


QUEBEC 


Two significant studies in this Province have been 
examined, the first dated October 1978 and the later 
July 1984. 


The 1978 report acknowledged that variance in 
gasoline price do exist but not at unreasonable 
levels. 


The Minister of Energy stated "Consumers should set 
the forces of competition in motion in their own 
areas, by grouping together and by intervening, in 
short, in the most efficient way possible keeping an 
eye on prices". 


He advised that legislation for government 
intervention, to control retail prices for gasoline 
exists. There has not been evidence produced to 


call forth enforcement of this legislation. 


The latest study (1984) was undertaken with the 
following mandate: 


1) Determining the reasons for gasoline prices 
remaining at or near the level which had 
prevailed during the months preceding the 


reduction of the gasoline tax from 40% to 
30%. 


2) Enquire into the circumstances surrounding 
this state of affairs and, to this end, meet 
with industry representatives. 


3) Examine and report on the measures to be 
taken to ensure a fair price for gasoline in 
Quebec. 
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The study conclusions were, in summary: 


1) 


2) 


3) 


Intensive price wars had kept prices 
unreasonably low. Late in L983 events 
started to change and prices moved up to 
more realistic levels and this continued 
through the time when taxes were reduced. 


The analysis undertaken by this task force 
explored the potential benefit from a 
gasoline "price SNeontrol agency. This was 
believed to be inappropriate for Quebec. 
Stimulating competition from alternate fuels 
and continuing to monitor petroleum industry 
pricing are the key elements to ensure 
consumers have access to faire ygaso. ine 
pricing. 


There is no evidence that new procedures 
could improve on the current fairness in 
gasoline pricing. 


No changes are recommended from either study. 


he 
ALBERTA 


The study dealt primarily with the economic health 


o£, rthen +sérvace:.4 station, sbusiness forsethe= retail 
dealer. 


The task force examined the behaviour of both the 
refiners/wholesaler and the retail dealer. 


The industry was described as being inefficient, 
thus leading to higher retail prices which offset 
higher distribution costs. This inefficiency was 
deemed to be the cause for the strange behavior of 
retailers. The strange behaviour of the retailers 
includes accepting various uneconomic’ practices 
suggested by their supplying oil company who also 
owned the station. 


To achieve profitable sales from gasoline, refiners 
receive their best price on sales to their retailers 
who are tied to them through sales agreements. A 
summary of the study shows: 


—. Service ,»station, population -L965 - 3100 stations: 
38% of the stations are operated by lessees, 
they sell 62% of the gasoline retailed in 
Alberta in 1965. 

- All “branded retailers" have a supply agreement 
with the brand company they represent. 

- Gross profits from 67,500 gal. of gasoline were 
required to pay the annual cost of one pump 
attendant. 

- 54% of all outlets in Alberta sold less than 
50,,000 gallons..in 1965. 

- 72% of all outlets sold less than _ 100,000 
gallons annually. 

- One oil company criteria stated that a 
populations Of; E10 A00Ug could: “support <a. group ‘of 
six stations representing six brands. 

- The inefficient marketing of gasoline drives up 
retail price. 


With tied sales, the only way to secure market 
access is to own or control branded stations - the 
alternatives could be to have one station with 6 
brands 


- Gasoline is 52% of a refinery output and is 59% 
of the dollar realization 


RECOMMENDATION SUMMARY 


Divorce the refining company from the retail 
operation; permit the reseller to be independent to 
buy, sell and operate as deemed necessary by him to 
achieve his economic goals. 
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It was expected that the independent approach would 
eliminate marketing inefficiencies built into tied 
sales, and ultimately reduce retail operating costs 
which would be reflected in lower retail prices for 
gasoline. 


The service station population has been reduced from 
3LOO0PIneTS6S4tovabout. 2000 ine i965 


The absence of sales tax in Alberta keeps retail 
prices at the lowest level in Canada. A political 
promise to keep the retail price for gasoline down 
is achieved in this way. 


While voluntary lease guidelines have been employed, 
no move toward divorcement has been made. 
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MANITOBA 


The main objective was to quantify and explain the 
gasoline price difference between Winnipeg’-= and 
northern locations and identity concerns that may 
warrant further investigation. 


Example of retail price difference 


In February of 1983, a price war was occurring in 
Winnipeg and retail prices varied in the city, as 
did the retail price difference between Winnipeg and 
northern locations. An example of this difference 


is between one company's retail outlet prices in 
Winnipeg and two of their northern locations. On 


one date the two northern locations were 21.7 and 
17.4 cents higher and on a second date in February 
the difference was 6.1 and 1.8 cents higher. 


At the majority of northern market locations the 
difference was more than 5.0 cents per litre when 
compared to non-price war retail prices in Winnipeg. 


More than half of the difference is attributed to 
higher retail margins of northern retailers. The 
balance is due to higher northern wholesale prices. 


Reasons for the higher wholesale price are 
attributed to: 


1) higher base price 3) bulk station costs 
2) freight 4) competition 


There were some cases where the entire wholesale 
cost was not recovered in the wholesale price. 


Reasons for the higher retail margins in northern 
locations are attributed to: 


1) Frequent occurence of price wars in Winnipeg 
which tend to reduce normal margins to a 
minimum. 


2) Smaller sales volumes in the north. 


3) Greater retailing costs; fix, Cs labour, 
maintenance. 


4) Less price competition. 


Reasons for the frequent price wars in Winnipeg are 
attributed to: 


1) Attempts by individual retailers to increase 
their market share which are more likely to 
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succeed in Winnipeg due to the significantly 
larger market potential. 


2) Oil companies attempt to increase their 
market share in the larger Winnipeg market. 


3) The lack of private brand retailers in 


northern locations due to the small market 
potentials removes this competitive element 


which? relies sone slower”, pricesio torsattract 
sales. 


Concerns that may warrant further investigation in 
the three areas of investigation are listed with the 
key issues. 


iy) 


2) 


Price Wars in Winnipeg 


Due to their frequency in Winnipeg, a lower 
wholesale price is in effect while they continue 
to use the published list price in determining 
northern wholesale prices. This is the 
difference between the two markets, from which 
two issues arise: 


a) What is the extent and frequency where 
effective wholesale price difference between 
Winnipeg and northern locations exceed 
distribution costs from the supply source to 
northern retailers? 


b) Should the effectively realized Winnipeg 
wholesale price replace the listed price in 
determining northern wholesale prices? 


Higher Northern Wholesale Prices 
The overall questions are: 


1) Do some northern wholesale costs’ reflect 
price determination methods rather than 
actual distribution costs from the suppply 
source to the retailer? 


2) Would prices be lower in the north if Regina 


list prices were used for those locations 
supplied from there? 


3) To what extent would direct deliveries from 
Winnipeg or Regina reduce wholesale prices? 
(This would bypass the bulk plant in the 
North, thus eliminating a step in 
distribution handling and related costs). 
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4) To what extent are northern prices 
effectively reduced by the companies 
subsidizing retailers by such means as cross 
leases, or payment of retailers utility 
costs? 


3) Higher retail margins: 


The key question is, are these a reflection of 
higher costs or less competition? 


There were examples of higher sales’ volumes 
occurring where prices were higher than outlets 
with lower prices. This indicated consumers 
were not aware of the higher price or 
indifferent. No consumer behaviour was examined. 


This study presented no conclusions with regard to 
the differences that still exist in the retail 
pricing of gasoline between Winnipeg and northern 
market areas. 
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GASOLINE MARKETING IN OTHER COUNTRIES 
UNITED STATES 


A study released in 1984 describing the consequences 
EGG competition, competitors, and consumers, 
examines the results from decontrol of the petroleum 
industry beginning January 28, 1981. 


The report is a draft which examines all aspects of 
this industry. It clearly states that "vigorous 
competition occurring in the marketplace ' since 
decontrol is caused by underlying structural changes 
in costs, consumer demand and consumer preferance." 


The report demonstrates there is no alternative to 
the competitive process in terms of benefits for the 
competitors and consumers. 


The executive summary of the report is attached. 
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DRAFT 


DEREGULATED GASOLINE MARKETING 


Consequences for Competition, 


Competitors, and Consumers 


U.S. Department of Energy 
Assistant Secretary for Congressional, 
Intergovernmental and Public Affairs 
Office of Competition 


Washington, D.C. 20585 


March 1984 
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EXECUTIVE SUMMARY 


With =the stroke "Of va. pen sou swantiary 26, 196)" the 
era of price and allocation controls ended in the 
petroleum industry. The gasoline marketing segment 
of the industry suddenly was thrust back to reliance 
on the competitive process after relying on the 
variable wisdom and largess of government regulation 
for almost eight years. This study examines what 
has happened to the gasoline marketing industry 
Since decontrol became effective. 


The major tentative conclusion of this study is that 
the vigorous competition occurring in the 
marketplace since decontrol is caused by underlying 
structural changes in costs, consumer demand and 
consumer preferences. The market changes are not 
the result “of ‘anticompetitive activity, but the 
result of the competitive process itself forcing 
adaptation to these underlying structural changes. 
The many legislative proposals now circulating at 
both the federal and state level are unwarranted 
efforts to block or undo“the“"effects.of these market 
forces. At best they are useless. At worst they 
are expensive counter-productive efforts to deny 
consumers the benefits of increased competition and 
efficiency. Ultimately, these legislative proposals 
hurt the very businessmen they ostensibly are 
intended to help, while they harm the competitive 
process, competitors and consumers. 


A. The Gasoline Market Since Decontrol 
Historic growth in gasoline consumption slowed 


Significantly durinor thePl970s peaking in 1978. 
The changes in consumption growth were due 


primarily to rapidly increasing gasoline 
prices. These changes iim ches eDattert j.Of 
gasoline consumption led to substantial changes 
chal the capital stock, including refinery 


closings and mothballings and decreases in the 
number of service stations. Refinery capacity 
decreased by about 7.6 per cent since 1981, the 
peak year, and the number of service stations 
decreased by over 50 per cent since the early 
1970s. The increase in the average volume 
pumped per station further reduced the number of 
service stations needed to distribute the 
reduced consumption of gasoline. The change in 
average station volume, in turn, was driven by 


basic changes in distribution economics 
including increasing real estate values, 
increasing operating costs, changing consumer 


preferences for service and branded products, 
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increasing labor costs, and increasing credit 
costs. These changes made high volume, low 
margin operations more profitable. 


The rapidly changing nature of the market forced 
refiners to review their marketing operations. 
Many refiners decided to concentrate in areas 
where they had cost or consumer acceptance 
advantages. This led to significant geographic 
market consolidations and a regionalization of 
the market. This regionalization led ae 
increased competition as the newly consolidated 
marketing operations sought to maintain their 
previous marketing volumes. With stagnant or 
declining demand, this volume must come from 
other marketers (including those abandoning the 
areas in question). 


The structural changes led most marketers to a 
searching reexamination of their channels of 
distribution. There are two primary channels of 
gasoline distribution, the direct channel 
through dealers or company operations and the 
indirect channel through jobbers or other types 
of wholesalers. This study's examination of 
distribution economics led to several findings. 
Ai@wretaner otised al smyobber ! itonsdistribute, its 
gasoline only when the jobber accomplished the 
wholesaling function cheaper than the refiner 
could or when the jobber offered some special 
market advantage such as knowledge of the local 
market. Jobbers often had cost advantages at 
lower volumes due to multibranding (selling more 
than one brand), multifuelling (distributing 
fuel oil or propane as well as_ gasoline), 
Simpler management structures, or lower labor 
costs. As the refiner's volume increased in a 
particular. market,» thei ,cost sadvantage, OF pthe 
jobber vis-a-vis the refiner tended to disappear. 


Thess: Ycontluence’ fof ,ally) of = jthese.. structural 
changes, in tandem with the loss of the 
government granted advantages that jobbers had 
under controls, placed many jobbers in direct 
competition with their suppliers. The ability 
to remain cost competitive required changes in 
jobber operations. Jobbers remained cost 
competitive by extensive efforts at cost 
reduction, including increased volume through 
internal growth or through mergers and 
consolidations. Further jobbers effectiveness 
depends upon the ability to continue cost 
reduction efforts to maintain cost advantages 
over their suppliers. This requires an abilty 
to develop a low-margin, high-volume strategy to 
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maintain their desirability as an economic 
alternative to direct distribution. 


Jobbers voiced complaints regarding the market 
activities of their suppliers. These complaints 
originated primarily in markets where jobbers 
expanded during the control period. In many 
cases, expansion resulted from marketing 
advantages created by special treatment under 
the regulations, not because of lower costs or 
more efficient operations. With the cessation 
of controls, refiners moved to reclaim those 
markets which were more profitable to serve 
directly. These tensions will continue as long 
aS a residuum of these artificially created 
advantages remain. 


In addition to reevaluating the choice of 
distribution channels between direct and 
indirect, refiners reevaluated the choice of the 
type of retail outlet to use within the direct 
network. The refiners' choices included lessee 
dealers (the refiner owns the station and leases 
it to a dealer), open dealers (the dealer owns 
the station or leases from a third party), and 
company operations (the refiner operates’ the 
station with its own or contract employees). 
Open dealers suffered the largest relative or 
percentage decrease in share of gasoline 
distributed, since open dealers operated 
primarily in rural areas where refiners' market 
shares and sales volumes were lowest. These low 
market share areas were the geographic areas 
consolidating companies were likely to abandon 
EVvst 


The relative share of gasoline volume 
distributed through company operations remained 
about constant since decontrol. Lessee dealers 
lost relative gasoline market share to jobber 
operations until the latter part of 1982. Since 
then the situation reversed and there were small 
gains. 


Asignificant conclusion ‘of the study is that, 
in general, lessee dealers tend to be stronger 
where a refiner's company operations are 
strong. In turn, jobbers tend to gain where the 
direct network--dealers and company operations-- 
are losing market share. The fortunes’ of 
dealers and company operations are tied 
together. This is important because dealers 
often mistakenly see the company operations as 
the? culprre . an  tuerr es compLattcs. ie Lact, 
however, the dealers and company operations form 
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a mutually supporting system backed by company 
advertising and promotion. 


Case Studies 
The detailed case studies illustrate two points. 


fe) The complexities of multiproducts pricing 
along with competitive and volume rebates 
may make any effort simply to compare 
“street: prices"\.of .a- particular’ grade of 
gasoline on a particular day very 
misleading. Predatory pricing cannot be 
proved merely by comparing street prices 
and wholesale prices. 


fe) Companies have a range of marketing 
strategies which depend not only upon their 
own strengths and weaknesses in each 
market, but also upon differing views of 
what the future holds. This is precisely 
what we should expect in a competitive 
market, with winners being rewarded and 
losers being punished if the competitive 
process is to be effective. 


The Impact of Existing Federal and State Laws 


Distribution methods were affected by federal 
and state laws. Suppliers attempted to control 
the retail price of gasoline, the quantity and 
quality Of gasoline, and the quality of 
stations. Vertical price fixing or resale price 
maintenance was declared illegal in 1911. But 
various loopholes in this per se illegality were 
created. tne theyei920s; “the * courts Pruvedy that 
use of an agent or consignee was an exception to 
the vertical price fixing illegality. Many 
suppliers shifted to wholesale and retail agents 
and consignees. With the elimination of the 
exception in 1964, suppliers instituted massive 
shifts away from the agency and consignee 
distribution methods. Yet one exception 
remained. The retail price of gasoline at 
company operations could be controlled by the 
supplier. This created an added incentive to 
use company operations. 


State and federal legislation created another 
loophole to the vertical price fixing illegality 
in. the. form ,ef -vfairn gy trades, laws: Branded 
suppliers were permitted to control the retail 
price of gasoline under these fair trade laws. 
The 1950s and 1960s witnessed a dimunition (sic) 
in the effectiveness of these laws and at the 
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federal level the antitrust protection afforded 
them was repealed in 1975. 


Two additional federal laws affected marketing 
decisions. The Robinson-Patman Act prohibited 
price discrimination. Functional discounts, 
competitive price allowances and many _ other 
pricing variations required careful crafting to 
fall within the convoluted and arcane provisions 
of the Robinson-Patman Act. On the surface, 
what may look like irrational behaviour may be 
nothing more than good faith efforts to adhere 
to the largely incomprehensible provisions of 
Shacvenace, 


The Petroleum Marketing Practices Act  (PMPA) 
placed restrictions on the way refiners 
terminated or refused to renew dealers. The 
PMPA was interpreted in a flexible manner. Its 
very existence, however, forced a reexamination 
of many of the relationships between dealers and 
refiners, particularly in the area of rents and 
lease terms. Unquestionably, the cumulative 
impact of the rule against vertical price 
fixing, the requirements of the Robinson-Patman 
Act and the requirements of the PMPA caused 
refiners to emphasize company operations or 
indirect distribution in order to avoid the real 
and potential problems presented by these legal 
requirements. 


Rent 

Rents were controversial due to recent large 
increases and a restructuring away from 
volume-related to lump sum_ payments. Rents 


either were frozen or constrained from 1973 
through pethe | imiddwve: stof Sevo79o" due 44tO. federal 


regulations. Additional regulations were in 
effect ani i@January? bool. Because of these 
regulations, Lt was inevitable that large 
increases occurred when controls ended. Rents 


were adjusted to reflect more than a decade of 
rampant inflation. Many refiners also switched 
from fastrentals, Cied-+in” part * tot the “volume. of 
gasoline sold, i.e., a minimum fixed sum plus a 
cents-per-gallon charge in the tank wagon price, 
to a lump sum rental. This was probably due to 
two reasons. First, a lump sum had a tendency 
to promote higher volume sales because the cost 
per gallon goes down as the volume goes up. 
Second, by taking the rental charges out of the 
tank wagon price and putting it into a lump sum 
payment,nvtne “efiner’-ran “less risk of running 
afoul of the Robinson-Patman Act. The latter 


E. 
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does not apply to rents, but does govern the 
retail price at which the product may be sold. 


Le 


Data Analysis 


Market Share Trends Prior to  £Decontrol 
(1972-1980): 


1) 


The share of gasoline volume 
distributed through the indirect 
(jobber) system increased from 36 per 
cent .,tOseS2Zinpers centdvofifnthe...total 
gasoline volume with the remaining 48 
per cent distributed through the 
direct network (company operations, 
open dealers and lessee dealers). 


The lessee dealers' share of the 
directly distributed gasoline volume 
decreased from 66 to 52 per cent while 
company operations' share increased 
from 14 to 27 per cent and the open 
dealers' share remained constant at 20 
per cent. 


The number of lessee dealers decreased 
by 55 per cent and the number of open 
dealers by 50 per cent, while the 
number of company operations remained 
about constant. The average volume 
per station increased substantially 
with the average volume of lessee 
dealers increasing by 55 per cent, the 
average volume of open dealers 
increasing by 8l per cent and _ the 
average volume at company operations 
increasing by 71 per cent. 


Within the direct network, the four 
largest .Marketers--Exxon, Amoco, 
Shell, and Texaco--accounted for very 
little of the increase in company 
operation relative share. Their share 
of all company operation volume 
declined, frome Jd8.1cperiecent’ in 1972.to 
7.2 per cent in 1981. These same four 
marketers increased their share of the 
dealer volume from 40.8 to 49.0 per 
cent of all dealer volume. 


Within the direct network, the sixteen 
largest refiners accounted for almost 
all of the dealer volume increasing 
from 88 per cent to 94 per cent during 
the 1972-1981 period. They also 


Sigil os. 


retained about the same percentage of 
all company operations in 1981 (58 per 
cent.) Das? 1nt 1972) (592 per?cent)* 


The largest refiners relied heavily on 
dealers in the direct distribution 
channel. This reliance increased 
during the 1972-1981 period relative 
to the reliance on dealers by the 
smaller refiner-marketers. 


2. Market Share Trends Since Decontrol (1981 
through the end of 1982): 


Oo 


Most of the volume trends prior to 
decontrol continued with some 
exceptions toward the end of 1982. 
The relative share of the dealers 
(both lessee and open dealers) 
continued to decline until the end of 
1982 when there was a reversal and a 
small but continuing increase. In a 
Similar manner the jobbers' share 
continued to increase after decontrol 
until the end of 1982 when their share 
started to decrease. Company 
operations' share of the gasoline 
volume remained constant as it did 
during the control period. 


The geographic retrenchment that 
started with decontrol affected the 
rural areas most and consequently, 
Open dealers the most, since they are 
found more frequently in rural areas. 
Open dealers, which had a relatively 
constant share of the gasoline volume 
dumngmethe Ycontrole period, started 
losing relative share after decontrol. 


The trend toward fewer lessee dealer 
outlets pumping higher average volumes 
per outlet continued. The number of 
company operations decreased, 
conbinuing as trend® started in 1977 
when the number of company operations 
peaked. 


A month-by-month examination of the 
trends since decontrol indicated that 
the volume of the company operations 
and dealers moved together while the 
same figures for the jobbers moved in 
the opposite direction, thus 
confirming the interdepedence of the 
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parts of the direct distribution 
channel. When the company operations 
do well the lessee dealers do well and 
vice versa. 


fo) On average, a 1 per cent increase in 
company share volume resulted in a 
0.27 per cent decrease in lessee 
dealer volume. 


fe) On average, a 1 per cent increase in 
total direct volume resulted in a 
greater than 1 per cent increase in 
lessee dealer volume. 


Market Concentration Since Decontrol 


fe) Concentration in state-wide markets 
was affected somewhat by the size of 
the market (i.e., the population of 
the states). 


fe) Concentration in state-wide markets 
was affected somewhat by increased 
company operations. AQhl: epeionecent 


increase in market share produced a 
1/5 per cent increase in concentration. 


fe) Concentration was affectd by 
divorcement legislation. Decreased 
company operations due to divorcement 
led to increased state-wide 


concentration. 


e) Concentration decreased Pie lessee 
dealers grew because of market forces 
(no divorcement), but hea lessee 


dealers grew because of divorcement, 
concentration did not decrease. 


fe) Divorcement did not necessarily 
increase lessee dealer volumes. 


The data analysis indicated that the major 
factors affecting the market were’ the 
constant or declining gasoline consumption 


and the trend toward higher volume 
outlets. The greatest conflict was between 
the direct and indirect methods of 


distribution with the fortunes of the 
dealers and the company operations rising 
and falling together. Since divorcement 
tended to hurt the direct network it tended 
to be detrimental to the dealers as well. 
The greatest tensions tended to be in the 
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geographic areas of overlap between the 
direct and indirect networks. The overlaps 
were caused by the artificial advantages 
created for the indirect system during the 
years of control. 


Actual and Proposed Legislation Affecting the 
Supplier-Dealer Relationship 


There are a number of existing and proposed 
legislative actions affecting the 
supplier-dealer relationship, including PMPA, 
divorcement, minimum markup, credit card, open 
supply, andes tunis Ont pe prace. The tentative 
conclusions drawn from the analyses of these 
proposals are: 


fe) Any statute which constrains the way in 
which a supplier utilizes Les dealer 
network will make the use of the dealer 
network less profitable to the supplier. 
These constraints provide an incentive to 
develop alternative distribution methods 
such aS company operations oor indirect 
(jobber) distribution. 


fe) The Petroleum Marketing Practices Act 
created substantive criteria £Or the 
termination or non-renewal of dealers. 
This Act often replaced more restrictive 
and inconsistent state laws, and with the 


flexible interpretation by the courts 
meaning that, on balance, the PMPA does not 


create significant incentives to use a 
particular distribution method. 


O Divorcement laws which require refiners to 
distribute without using company operations 
result in inefficient distribution and 
higher gasoline prices. They do not 
protect dealers from competition, since 
inefficient dealers would lose sales to 


more efficient marketers, particularly 
jobbers. 

fe) Minimum markup laws which require a 
guaranteed margin, appear to create 


significant incentives for suppliers to 
develop company operations, since that is 
the only way they can achieve high-volume, 
low-margin operations. Insofar as they are 
effective, these laws appear to retard the 
introduction of new, more efficient methods 
Of padi stra bution: They appear to raise 
eostsp by yrorcing. competition nto the field 
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of costly services for which consumers 
otherwise would be unwilling to pay. In 
the long run, the more efficient systems of 
distribution may prevail, but only after 
Significant injury to the dealer network 
and to consumers. 


Many states attempted to legislate against 
the imposition of credit card processing 
fees, Many refiners used these fees to 
recoup at least part of the increasing cost 
Of using “brandiA créditiwcards: Insofar as 
the processing fee charged those who used a 
service (credit cards’) for ‘the cost of 
providing that service, it helped to 
increase the efficiency of the whole system 
by reducing unnecessary costs. Consumers 
realized this and surveys showed that they 
accepted additional charges for’ credit 
cards as a fair chargeiiGiom a needed 
service. If the suppliers are prevented 
from recovering their increasing costs in 
this area, the result is likely to be 
increased abandonment of credit cards to 
the detriment of both dealers and consumers. 


At least part of the credit card problem is 
the Cash Discount Act. This Act explicitly 
prohibits the imposition of surcharges for 
credit transactions at the point of sale to 
the consumer. It does permit a retailer to 
offer a discount off the posted gasoline 
price for cash purchases. This irrational 
adistinctiion makes (2c more “difficult: “to 
charge those receiving the credit card 
service for the cost of that service. 


Proposals for open supply attempt to make 
it possible for all dealers to shop around 
for gasoline supplies. In the short term 
this appears to increase competition at the 
wholesale level; however, it appears to 
have some potentially severe long-term 
costs. First, it may significantly reduce 
the value of the lessee dealer to _ the 
supplier. Predictability of demand is one 
of the advantages usually given for 
maintaining a lessee dealer network. Open 
supply may reduce this benefit 
substantially. Second, this provision also 
may reduce the incentives of the refiner to 
increase or even maintain the quality of 
its products and services. It may reduce 
the benefit for a supplier to undertake the 
expenses necessary to assure that it 
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produces a consistently high quality 
product and that the service offered at its 
stations are of a high order in terms of 
honesty, promptness, cleanliness and the 
like. This is because open supply may 
allow, others; \to,obtarmmpart’ ongall of the 
benefits without incurring similar expenses. 


Uniform price legislation requires supplier 
price discounts to be uniform throughout a 
broad geographic area, often state-wide. 
These laws may be difficult and costly to 
enforce and may tend to result in higher, 
more rigid prices. Price competition may 
be reduced and prices may be less 
responsive to changes in - costs. The 
inefficiencies and costs introduced by the 
requirements of uniform price laws may make 
the use of dealers less profitable for the 
supplier. 


Taken individually each of these proposals 
generally may have Significant costs. 
Taken in combination, as is usually the 
case, their effects may be severe. They 
may lead to increased prices and increased 
costs — Obs distribution;, Wiamit feompetition, 
and create incentives to switch away from 
the dealer network to company operations or 
jobbers. 


Sec iy hee 


ITALY 
The petroleum industry in this country is completely 
regulated. Regulations exist to control imports, 
strategic storage requirements, uniform prices 
throughout the country and all aspects of 
marketing. The regulations are expensive = and 
counter productive. They (the regulations) deny 


consumers the benefits of increased competition and 
efficiency. 


This situation is being identified as being 
unacceptable and the present government is examining 
programs to introduce deregulation. 
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APPENDIX C 


THE COSTS BEHIND THE PRICES 


APPENDIX Cs ‘THE COSTS BEHIND THE PRICES 


This appendix examines the costs that refiners and 
marketers face in producing and distributing 
gasoline. 


COSTS BEYOND THE CONTROL OF THE REFINERS 


Ar''substantrave “portion? **of&” refanéers® costs are 
essentially beyond their control. This portion 
comprises four broad categories: crude oil 


acquisition costs, refinery consumption, federal and 
provincial taxes, and dealer margins. 


Crude Oil Acquisition Costs 


The single most significant factor in the cost of 
producing gasoline is the cost of the primary raw 
material - crude oil. Ontario's production of crude 
Oil is very small. Almost all the oil processed in 
Ontario's refineries comes from Canada's western 
provinces, mainly Alberta, via the InterProvincial 
and Lakehead Pipeline Systems. 


Until June 1985 the price of crude oil was controlled 
by an agreement between the federal government and 
the producing provinces. The total price paid by 
Ontario's refiners, including all taxes and 
transportation charges was $39.05 per barrel. fThis 
is approximately equivalent to 25 cents per litre of 
gasoline. 


Refinery Consumption 


In the refining process a certain amount of oil is 
consumed, so that not all the oil processed is 
converted into useful products. Refinery 
consumption averages about 6 per cent of the oil 
charged. The. -ef tect. ToL) “tnis, ise. chat... tne’ ‘raw 
materials } .cost. a.ncurred in refining a -Litres"og 
product,-is (6 per cent “greater” than” *the’ cost’ rot” a 
litre “or = crude “oid, On “this ‘pasis;, -the™ refinery: 
acquisitionwacost «per Jatre-vof, product. was , about 
26 cents per litre. 


Federal and Provincial Taxes 


Another cost component over which the refiner has no 
control consists of federal sales and excise taxes 
and provincial gasoline taxes. ins sMay ~ 1985 ""the 
federal excise tax was 1.5 cents per litre. The 
federal sales tax, calculated at 10 per cent of the 
wholesale price, averaged about 3.7 cents per litre 
for regular leaded gasoline. 


an tee Bc 


As a result of the federal budget on May 11, 1985 
the excise tax on gasoline and transportation fuels 
was increased to 3.5°" cents per litre effective 
September 4. The budget also changed the method of 
calculating the sales tax to reflect more accurately 
any changes occurring in wholesale prices. The 
sales tax rate for the third and fouth quarters was 
3.2 cents per litre for regular leaded gasoline. 


During the period of the study, Ontario charged an 
ad valorem tax of 20 per cent on retail sales of 
gasoline. In the past, the tax rate was adjusted 
every quarter based on the outcome of a_=e survey 
conducted by the Ministry of Revenue. Because of 
the volatile ‘pricing .situativon;—“the-—-level—of—tax 


often »udid , mot , accurately reflect prices. ,in, the 


marketplace. The level of tax was therefore frozen 
since July 1984, pending the development of a more 
satisfactory method of determining the rate. The 
tax on regular leaded gasoline during the study was 
8.0 cents per litre. The ad valorem tax has since 
been replaced with a flat tax of 8.3 cents per litre. 


Dealer Margins 


Dealer margins seldom vary significantly from 
LoGaly Ong sco. iF @Gatl on. That is because market 
conditionsa wins most sso esOntario have “forced ~ the 
refiners to guarantee their dealers a set margin, 
usually regardless of the retail price of gasoline. 
This margin depends on the refiner but is usually 
around 3 cents per litre. For the great majority of 
dealers in the’ refiners' networks, the dealer 
margins represent a fixed cost for the refiners. 


Refining 


Refineries are complicated plants which manufacture 
A qnwide  prange p.ot, weproducts from a single - raw 


material. Because these products are jointly 
manufactured, there is no single way to allocate the 
costs ES individual product lines. Different 


allocation methods, all of them quite arbitrary, are 
used by different companies. A good description of 
the different allocation methods can be found in 
Texaco's submission to The Restrictive Trade 


Practices Commission titled "The Refining and 
Marketing of Petroleum Products in Canada", pages 


51=62. 


Rather than reflecting the actual individual costs 
of production, most of these methods seek to 
allocate costs, at least partially, on the 
realizations obtained in the marketplace. Thus, 
relatively high-priced products such as gasoline are 
assigned higher costs than relatively cheaper 


ce 


products such as heavy fuel oil. Heavy fuel oil is 
normally sold below the cost of the crude oil from 
which it is made. Often it is charged only with the 
cost of the crude oil and does not bear any of the 
Operating costs of the refinery. Consequently, 
premium products such as gasoline have to bear a 
disproportionate share of the costs. 


Marketing 


The cost of marketing gasoline is centrally 
allocated. The information available suggests that 
the additonal costs of northern Ontario marketing 
are not recovered in the higher retail gasoline 
prices. 


Distribution Systems 


All refineries in Ontario are served by product 
pipelines that distribute gasoline to major 
terminals in southern Ontario. The refineries 
operated by Texaco in Nanticoke, Petro-Canada in 
Oakville, and Gulf (now Petro-Canada) in Clarkson 
are served by Trans-Northern Pipelines Inc., whose 
tolls are regulated by the National Energy Board. 
Two pipelines connect four refineries in the Sarnia 
area (Esso, Shell, Suncor, and Polysar) to terminals 


in’, Toronts. These pipelines are not regulated. 
Their rates are not published, but are similar to 
the Trans-Northern rates. Gasoline from these 


refineries can move further eastward on the 
Trans-Northern system. 


Gasoline is also moved by marine shipment’ to 
terminals “ini Parry Sound’, ~Sault “Ste. “Marie, and 
Thunder Bay. Individual service stations may be 
supplied directly from major terminals located at 
the refineries, on the pipelines, or along’ the 
Great Lakes. Alternatively, they may be supplied 
from "bulk plants" located across the province which 
are in turn supplied from the major terminals by 
road) om rail. 


The Ottawa area is often served by the 
Trans-Northern system from refineries in Montreal. 
Gasoline also enters northwestern Ontario by rail or 
truck from iva Pipeline terminal in Winnipeg. 
Communities such as Kenora are generally served by 
this route. Terminals in Thunder Bay are 
occasionally served from Winnipeg, particularly 
outside the shipping season. 


Distribution Costs 


Confidential data provided by the oil companies on 
their northern activities reveal considerable 


variation in distribution costs, depending on the 
capital investment that individual companies have 


made in specific locations. A company with the 
cheapest distribution costs in one area often incurs 
higher-than-average costs in another. Generally, 
however, the costs of the most efficient 


distribution network in any area influence gasoline 
prices there, 


All the major oil companies maintain bulk plants 
throughout the province to deliver petroleum 
products to areas where direct deliveries are not 
feasible. These bulk plants are operated by agents 
who are paid a commission for selling and 
distributing branded products. 


Most of these agencies were established primarily to 
serve the heating oil market. The contracts between 
the agent and the oil company are usually geared to 
heating oil sales. Gasoline deliveries represent 
additional business to the agent. He charges the 
oil company a competitive price for delivering 
gasoline to service stations in his area. lito 
case, competitive prices are those which match the 
prices offered by independent contract carriers. 


In addition to the amount paid to the agent, the oil 
company incurs other expenses such as_ inventory 
costs. A part of the maintenance cost of the bulk 
plant would also be charged to gasoline sales. 


Table 3.3, based on data from several companies, 
shows gasoline delivery costs for particular service 
stations in selected communities. These data 
suggest three conclusions: 


- There are underlying cost differences 
between communities reflecting their geographic 
accessibility within the distribution network. On 
average, gasoline delivery costs to large stations 
in urban areas of northern Ontario exceed costs to 
stations in the Toronto area by about 1.5 cents per 
ELEre > For smaller stations in locations more 
remote from the large terminals, Che, ,Cost. ..0c 
gasoline delivery is as much as seven cents more 
than) in Toronto, 


aa Et ae 


- Within each community costs vary for non- 
geographic reasons. In the Sudbury area, for 
example, agent deliveries are more expensive than 
direct deliveries from southern terminals. But they 
serve stations whose tank storage is too small to 
make direct delivery feasible. Thus local delivery 
costs are affected by the size of the drop. 


= The costs of storage in terminals and bulk 
plants reflect not only the total operating costs of 
the facilities but also the volumes of gasoline over 
which these costs are distributed. 


RETAIL PRICES AND REFINERS' MARGINS 


From the perspective of the refining industry as a 
whole, the margin realized on all products must be 
relied upon to cover all the costs of the operation 
and to earn a return on investment. It is estimated 
that, (in) (1965). an Vall—products” iMmargqin’ iof labour 
6 cents per litre was required to cover all costs 
without any return on capital. In order to earn a 
10 per cent return oon capital employed, the 
all-products margin would have to be increased to 
about, 9¢cents pen litre, 


At a pump price of 50 cents per litre of gasoline, 
the refiner had a margin of 7.8 cents per litre in 
May 1985 to cover his costs of refining, marketing, 
and distribution. In September that margin had 
dropped to 7.3 cents. If. “thei wetartl serice gof 
gasoline rises or falls, the change directly affects 
refiner revenues. 


The foregoing analysis reflects costs for regular 
leaded gasoline. However, about 50 per cent of the 
gasoline sold in Ontario is unleaded. Unleaded fuel 
costs more to produce and is generally allocated a 
higher share of total refinery costs than leaded 
gasoline, because the addition of lead is less 
costly than alternative methods of improving fuel 
performance. In addition, the tax rates are 
somewhat different, as shown in Table C.1l. 


In May 1985 .regular unleaded gasoline cost about 
2.5 cents per litre more than leaded gasoline, with 
premium gasoline priced higher again by another 
1.5 cents per litre. By September, the spread 
between leaded and unleaded regular gasoline had 
reached 3.0 cents per litre, though the gap between 
unleaded regular and premium had shrunk to 1.0 cents 
per litre. 


Unleaded and premium gasolines therefore usually 
contribute a larger margin to refiner operating 
expenses and are allocated a larger share of the 
costs. 
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APPENDIX D 


THE DISTRIBUTION NETWORK 
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Distribution Systems 


All refineries in Ontario are served by product 
pipelines that distribute gasoline to major 
terminals in southern Ontario. The refineries 
operated by Texaco in Nanticoke, Petro-Canada in 
Oakville, and Gulf (now Petro-Canada) in Clarkson 
are served by Trans-Northern Pipelines Inc., whose 
tolls are regulated by the National Energy Board. 
Table D.1l reproduces the rate structure currently in 
force. Two pipelines connect four refineries in the 
Sarnia area (Esso, Shell, Suncor, and Polysar) to 
terminals in Toronto. These pipelines are not 
regulated. Their rates are not published, but are 
Similar to the Trans-Northern rates. Gasoline from 
these refineries can move further eastward on the 
Trans-Northern system. 


Gasoline is also moved by marine shipment’ to 
terminals in Parry Sound, Sault Ste. Marie, and 
Thunder Bay. Individual service stations may be 
supplied directly from major terminals located at 
the refineries, on the pipelines, or along’ the 
Great Lakes. Alternatively, they may be_ supplied 
from "bulk plants" located across the province which 
are in turn supplied from the major terminals by 
road sor rapi, 


The Ottawa area is often served by the 
Trans-Northern system from refineries in Montreal. 
Gasoline also enters northwestern Ontario by rail or 
truck from a_- pipeline terminal in Winnipeg. 
Communities such as Kenora are generally served by 
this route. Terminals in Thunder Bay are 
occasionally served from Winnipeg, particularly 
outside the shipping season. 


The rates named in this tariff apply on the 


Trans—Northern Pipelines Inc. 


Tariff No. 26 


transportation of refined petroleum products 
and are subject to Trans-Northern's Conditions 
of Transportation with any supplements and/or 
revisions thereto which may be issued from time 
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RATES IN DOLLARS PER CUBIC METRE 


MONTREAL 
EAST 
DESTINATION QUEBEC 
Dorval, Quebec (Jet) 2.076 
Dorval, Quebec 

(Non-Jet) 0.992 
Mirabel, Quebec eos 
Cornwall, Ontario oO, 
Ottawa, Ontario 2.984 
Prescott, Ontario ate) 
Maitland, Ontario 2 DAS 


Hamilton, Ontario 
Oakville, Ontario 
Clarkson, Ontario 

Port Credit, Ontario 
Toronto Alrport, Ontario 
North Toronto, Ontario 
Toronto Harbour, Ontario 
Markham, Ontario 

Port Hope, Ontario 
Belleville, Ontario 
Kingston, Ontario 
Montreal, Quebec 


EFFECTIVE JULY 1, 1985 


NANTICOKE CREDIT 
ONTARIO ONTARIO 


woe ye) 


8.845 
9.475 
6.978 
7.476 
GeliZ 
eee) 
NSP wr, 
1.438 
1.605 
1.691 
2.633 
2.065 
2.400 
2.305 
3.244 
4.150 
4.945 
8.369 


PORT 


8.763 


7.679 
8.309 
5.812 
6.310 
5.005 
4.793 


1.467 
0.899 
1.234 
1 hoes iy) 
2.078 
2.984 
3.779 
1.203 


CLARKSON OAKVILLE 


ONTARIO 


8.840 


7.755 
8.386 
5.889 
6.387 
3.082 
4.870 


0.602 
1.544 
0.976 
hese i 
1. 26 
2.155 
3.061 
3.856 
7.280 


POINTS OF ORIGIN 


ONTARIO 


9.007 


FI923 
8.553 
6.056 
66550 
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APPENDIX E 


HISTORICAL GROWTH OF THE RETAIL MARKET 
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Historical Growth 


In the years following the second world war, gasoline 
demand in Canada, led by Ontario, grew enormously. 
In 1950 Canadians consumed an estimated 4.5 billion 
litres. By 1970 demand had grown to 20 billion 
litres. 


The first oil price shock of 1973 had a major impact 
on the growth of gasoline consumption. However it 
was some time before more fuel-efficient cars and 
changing driving habits arrested the growth 
altogether. Consumption continued to increase until 
after the second oil price shock of 1979. Gasoline 
demand peaked in 1980 at 31.5 billion litres a year 
and has been declining since then. 


The long period of seemingly endless growth in 
demand for gasoline shaped the marketing strategies 
of the refiners. The emphasis was on expansion, on 
acquiring prime locations and establishing an early 
position in high-growth markets. Market share was 
less important. Growth in demand meant~ that 
impressive volume gains could be realized without 
capturing a competitor's business. 


A rapidly growing market is tolerant of mistakes. 
To guide investments, refinery marketing departments 
tried to predict where high growth would occur 
next. Inevitably, some of the predictions were 
wrong, and many service stations were built in the 
wrong places. But margins were high; labour and 
other costs were relatively low; and the _ total 
investment by an individual dealer was very small. 
The expanding and profitable retail networks were 
able to carry unsuccessful stations that would 
quickly have failed in a less forgiving environment. 


Changing Forms Of Competition 


During the high growth period, dealers tended to 
build permanent clienteles and compete on service 
rather than on price. Most retail gasoline outlets 
were full-service operations. Fuel was pumped by 
attendants. The station also offered a variety of 
other services to the motorist, such as lubrication, 
tire repair, and maintenance. Often gasoline sales 
were too small to support the dealer even if margins 
were high. But automobiles of the day required 
frequent service, and the dealer was able to earn 
much income from the sale of products other than 
gasoline. 


thei Ie ees 


As the boom continued, a number of trends eventually 
combined to begin reducing a dealer's’ non-fuel 


sales. As cars became more complex, specialty 
maintenance shops began to appear, particularly in 
urban areas. Longer-lasting lubricants and tires 


reduced the frequency of simple maintenance tasks. 
The extension of warranties on new cars tended to 
transfer maintenance work from the service stations 
to automobile dealerships. These portion, "OL =o a 
dealer's income derived from non-fuel sales began to 
decline. 


Competition on service began to give way to 
competition on price. Retailers found that fewer 
and fewer customers were attracted Lege their 
maintenance and repair facilities, because motorists 
were no longer tied to their local gasoline station 
for such service. Many stations found their income 
declining. Increasingly, the station owners, who 
were usually the refiners, found themselves holding 

large investments in prime real estate that could no 
longer yield attractive returns. All these trends 


appeared first in southern Ontario. 
Increasing Diversity 


The reactions of the refiners to these trends 
increased the diversity of the marketing structure. 
Sometimes several small stations in an area were 
replaced *"by *one “or’*two -Warger -stations 2 bute vito 
compete on Price: Self-serve stations were 
introduced” to attract =*price—-conscious’s? motorists: 
Refiners created SEL Giitenn ge brands to compete 
head-on with independents by offering lower gasoline 
prices than the main brand stations. Other 
services, such as car washes, began to appear at 
stations, often in place of service bays. 


These changes were not rapid or uniform. Self-serve 
outlets tended to appear first on arterial roads and 
in strip developments where specialty maintenance 
shops were hurting traditional dealers or where new 
bypasses had diverted traffic away from older 
stations. Residential areas were still served by 
full-service stations, which looked after the 
broader needs of a local clientele. 
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APPENDIX F 


THE ECONOMICS OF SERVICE STATIONS 
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APPENDIX F: THE ECONOMICS OF SERVICE STATIONS 


The operation of a service station involves many 
fixed costs. In a full-serve operation, pumps must 
be staffed; the buildings must be heated, lit, and 
maintained; and the operator must earn a return on 
his investment. Ine ssaddatt ion; there are some 
variable costs. As volume increases, more staff 
must be added to the pumps, while rental costs, 
which are usually based on the expected business 
opportunity at the particular location, are 
increased. 


For a business to remain viable, its total costs 
(faxed and * variable). must!ibe recovered. DE oy LOW 
volumes, the per unit costs are high. However, as 
long as margins exceed variable costs, the per-unit 
cost will decrease as volume increases. 


Most gasoline retailers do not limit themselves to 
sales of gasoline, but offer a wide range of 
products and services to the public. Most of these 
are complementary to gasoline sales, such as tires, 
repair services, convenience stores, and 
restaurants. Gasoline sales attract customers to 
the other businesses, and vice versa. Some dealers 
Operate businesses that are completely separate and 
whose success is, at best, marginally related to 
gasoline sales, such as heating oil distribution and 
farm implement sales. 


In Ontario at the present time, most dealers receive 
a guaranteed margin on their gasoline sales of 
around 3 cents per litre. Depending on the _ local 
retail price, this represents 5 to 6 per cent of 
sales. Usually the associated business enterprise 
earns gross margins of 25 to 30 per cent of sales. 
As a result, a majority of dealers derive more than 
half their profits from sales of products other than 
gasoline. Gasoline sales are important, not only 
for the profits they generate but also for _ the 
additional customers they attract to the other 
businesses. For a dealer whose other business is 
not complementary, however, gasoline sales may 
account for a relatively small percentage of total 
sales and an even smaller percentage of profits. 


Data provided by both the oil companies and the 
dealer associations indicate that a 24-hour service 
station with three bays operating on a single-shift 
basis (a common configuration) will derive about 80 
per cent of its revenues from gasoline and 20 per 


ash) 


cent from sales of other products. When gasoline 
sales reach 3 million litres, the bays will be used 
to capacity, and incremental gasoline sales will not 
result in any further increases in sales of other 


Products: 


Figure F.1 charts the effect of this relationship on 
a dealer's operation by plotting the margin a dealer 
needs to break even at a given volume. Service 
station operating costs are derived from a number of 
sources’ and do not =retlect tne =cost of any one 
company's outlets. While components of the costs 
may )-change: from “one location? to another, ®=total 
average costs are not greatly different from one 
region to another. Rents are assumed to be based on 
the business opportunity and are calculated at 
0.8 cents per litre of gasoline plus 5 per cent of 
sales of products other than gasoline (SPOG). These 
figures closely parallel actual practice in the 
industry and eliminate the effects of higher average 
property values in the south. 


At high “'volumes™= *(more’*than® 2,@milildon/ litres per 
year) the sales of products other than gasoline are 
sufficient to cover the total costs of the station. 
Gasoline sales are profitable because they attract 
more businesss to the bays and because they earn a 
margin higher than their variable costs. A dealer 
in ‘this “position "can «afford to ‘cut’ his *margin™ (and 
therefore his price). If such a move results in 
higher volumes, it will attract more customers to 
his service bays. Even if the gross margin on 
gasoline declines, the profitability of the total 
business increases because of the extra repair 
activity. 


At low volumes, the dealer does not have this 
Plexi Dal Ley. ri the= *vorume "drops? *teo% low; ‘the 
break-even margin becomes higher than the market 
will tolerate. AUPVChis = pormt™ the relationship 
between sales of gasoline and sales of other 
products comes under. strain. The dealer can no 
longer* rely on™ sales™of “gasoline” to vat tract " enough 
customers to his service bays to pay for the costs 
of the business. 


The dealer, to stay in business, has two options: 
raise the margin or increase sales of products other 
than gasoline. 


If the dealer attempts to raise the margin on 
gasoline sales, he must first acquire the right to 


set his own prices. This can only be done_ by 
declining to accept guaranteed margins from_ the 
refiner. The dealer must therefore pay the full 


official wholesale price for gasoline. The retail 
price charged is high because he pays a higher 
wholesale price and collects a = higher retail 
Margin. “"¥his “Cactic@ecan Only* be-~ successful if the 
market in the neighbourhood will support such high 
prices. 


In an: outlet offering repair services, there is a 
close relationship between sales of gasoline and 
Sales of other products. Normally, for every dollar 
of gasoline sold, the dealer will sell 25¢ worth of 
other products and_ services. If the volume of 
gasoline and related sales is not enough to cover 
costs, the dealer may try to increase revenues by 
adding other products or services to the business. 
For example, he may deliver fuel oil, operate a 
general store, or deal in snowmobiles or farm 
equipment. Such business does not come to the 
dealer naturally as a result of gasoline sales. He 
must devote considerable time and effort to 
developing it. At this stage, the operator is not 
primarily a gasoline dealer but a businessman 
operating a diversified enterprise which has 
gasoline sales as one of itsS components. 


Figure F.2 shows the amount of extra business that 
must be generated at various levels of gasoline 
sales in order to break even. It is assumed that 
the margin on this additional business is similar to 
the margins available on sales of products other 
than gasoline in a "conventional" service station. 


An outlet that sells 200,000 litres of gasoline ina 
year will require sales of other products totalling 
about $140,000 a year in order to break even. This 
is substantially more than the value of the gasoline 
being sold. At 500,000 litres of gasoline sales, 
the required sales volume of other products drops to 
$115,000, still a very substantial volume. 


Above about 800,000 litres per year the dealer is 
better off running a complementary business, because 
gasoline sales will generate sufficient sales of 
other products to cover the cost of the station. 


Br py. ye 


Figure F.3 shows the gross margin on sales of other 
products related to the gross margin on the sales of 


gasoline. Below a volume of 800,000 litres per 
year, the graph shows the minimum gross’ margin 
required for the station to break even. Above 


800,000 Litres, it is assumed that additional 
gasoline sales will generate more sales of other 
products. 


A station selling 800,000 litres per year, on 
average, has a customer base of about 320 cars or 
700 people. A station of this size is larger than 
many stations in small communities ..in northern 
Ontario. 


The effects of volumes on a dealer can be summarized 
as follows: If a dealer sells large volumes of 
gasoline, then gasoline sales are either his primary 
business or they attract customers ee) other 
enterprises. If the dealer's volume is small, then 
gasoline sales are merely one component of a 
diversified business. 


The economics of a self-serve station are . quite 
different. Such outlets are located in high-traffic 
areas and concentrate on sales of gasoline. Their 
operating expenses are low, but capital costs are 


usually higher than for full-serve stations. 
Usually they are operated directly by the suppliers 
rather than leased to dealers. Sometimes 


maintenance and repair service bays associated with 
the station are leased to a dealer while the pumps 
are managed directly by the refiner. The dealer 
receives the benefits of the business drawn to the 
location by the presence of the pumps, but earns no 
margin on the sales of gasoline, and incurs none of 
the expenses associated with such sales. 


Figure F.1 
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APPENDIX G 


ELASTICITY OF GASOLINE SUPPLY AND DEMAND 
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ELASTICITY OF GASOLINE SUPPLY AND DEMAND 


Increases in costs reduce the quantities of gasoline 
that suppliers will offer to the market at a given 
price. This puts upward pressure on prices. et 
prices rise, however, the demand for gasoline drops, 
because people either seek alternate modes of 
transportation Or, over time, purchase more 
fuel-efficient cars. This lower demand exerts 
downward pressure on prices. The long-term effect 
of a change in costs on prices is determined by the 
relative sensitivity of both supply and demand to 
changes in price. 


The economics of refining, like those of dealers, 
are very sensitive to volumes. Refineries are 
capital intensive, and the fixed costs are high. 
Refiners will therefore go to great lengths to 
Maintain their utilization rates at high levels. 
For this reason, the supply curve, at least in the 
short run, is quite steep. In other words, refiners 
tend to keep supplying products even if costs go up 
and prices do not. 


However, in the short run, the demand curve is also 
steep. Few people change their driving habits 
substantially because of small increases in prices. 
A one cent per litre increase in the price of 
gasoline will cost the average motorist about $25 
per year. The fact that both the supply curve and 
the demand curve are both steep makes the 
achievement of an equilibrium price very difficult 
and this is an underlying cause of price volatility. 


If suppliers are faced with increased costs such as 
the recent increase in the federal excise tax, they 
usually try to pass on the full increase to the 
consumer in the form of higher retail prices. The 
market resists this move and a flurry of price 
changes ensues which eventually results in prices 
which, while slightly higher than they were 
previously, do not recover all the additional costs. 


In areas which experience price war activity, the 
demand curve tends to be flatter in the very short 
term. When prices are low, motorists fill up their 
tanks because they know that a price restoration 
will soon occur, When prices are restored, they 
delay fueling and often purchase small volumes of 
gasoline because they have been conditioned to 
expect prices to fall once again. In the short run, 
this lowers the volume of sales and raises costs. 


bags ee 


It also results in the refiners not being able to 
pass on the full measure of any price increases. 
This behaviour is demonstrated hypothetically in 
figuresiG. 1 ednd1Gs2; 


Figure G.l represents a situation where both the 
supply (S;) and demand (D) curves are steep. That 
is, the overall volume is relatively insensitive to 
price. Ansrequilabriume price \C-P4%)i2oecurs “ats ithe 
point of intersection of the two curves. 


Aneinerease: “nt-costs-~ mr the’ ?’short *“term’*has “the 
effect@+ Of =shitting-@the supply **curve~ upwards. "to 
So. This establishes a new equilibrium price 
(65m Tie. “Hange Glin Gicostex(eAr? C)i 9a. “slightly 
greater than the increase in-= price CF Al Ey, 
indicating that the refiners will probably not be 
able to recover all their additonal costs through a 
price increase. 


Figure G.2 represents a situation where the supply 
curve is steep, but the demand curve is flatter 
because of the incidence of price war activity. Jka 
this case, the increase in prices is far less than 
the increase in costs, because the demand is more 
sensitive to price changes than is the supply. 


Figure G.2 s2 st 
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CHANGES IN THE ONTARIO MARKET 


Several recent and anticipated events will have an 
impact on the marketing of gasoline in the future. 
The impact of the most significant of these are 
discussed in this appendix. 


RACK PRICING 


In an effort to dampen price war activity, Imperial 
Oil has recently announced that it will institute a 
systems Of) srackspricing. This system, described in 
detail at the Restrictive Trade Practices Commission 
hearing in Ottawa in October 1985, is described 
briefly below. 


In the proposed system the cheapest wholesale price 
at which gasoline would be sold would be the rack 
price. This price would be available to high-volume 
customers who pick up the product at a refinery or 
terminal and would be published in trade journals 
such as Oil Buyer's Guide. 


Esso would also offer a published direct-delivered 
price, established for specified geographic areas. 
To be eligible, a customer would have to purchase a 
minimum volume of gasoline and have sufficient 
tankage available to allow Esso to deliver the 
product efficiently. ~~ Discounts would be offered to 
high-volume customers, but never enough to reduce 
the price below the published rack price. 


Where delivery is made to small accounts through an 
agent, there would be a third level of pricing. 
Again, discounts would be available, but they would 
never lower the price below the direct-delivered 
price. 


Finally, these would be a wholesale price charged to 
the Esso dealer, which would be set for a geographic 
zone regardless of volume. The price would include 
delivery and all the costs associated with 
maintaining the brand name, such as advertising. 
The dealer would then be responsible for setting the 
retail price. 


Under rack pricing, there would be no discounts off 
the rack price nor off the dealer price. Discounts 
Ons the direct-delivered price and the 
agent-delivered price would be geared to volume and 
would not lower the price below the basic. rack 
price. The hierarchy of prices would be adjusted to 
reflect market conditions from time to time. 


Sy ee 


The declared reasons for this move to rack pricing 
are: 


1. With the deregulation of crude oil prices by the 
federal government on June 1, 1985, contracts 
which had automatic escalation clauses tied to 
the. price of crude’ oil became “difficult i6 
administer, as would an official wholesale price 
system geared to crude oil costs. 


2% The concurrent removal of restrictions on 
imports and exports enlarged the market in terms 
of both the number of potential customers and 
the number of competitive suppliers. 


3. The consignment and guaranteed margin systems 
were becoming increasingly costly to maintain. 


4. The market under the existing system was 
becoming increasingly "irrational". 


The fundamental forces at work in the marketplace - 
declining demand and excess product supply - would 
remain unchanged, ensuring a competitive market. 


Esso has already started to introduce rack pricing 
in selected areas and has indicated satisfaction 
with the initial success. However, the areas 
selected in”’kOntarvo'’?were’s Ottawa’ *and **northern 
Ontario, both “tof which “Geave:™hrstories™ of very 
stable prices. The real test of the system will 
come when it is introduced mneo WYWehe: -eh ghily 
competitive markets of southern Ontario. 


Much will depend in the reaction of the other 
refiners. While all of them have a vested interest 
in putting an end to price wars, some of them may 
see an opportunity to gain market share at the 
expense of Esso and other marketers who follow their 
lead. Theyeemignt® “achieve this” by; *for?%éxanple} 
pricing aggressively ri) ve small area. Esso, 
assuming "It "Wwilt*fobtlow Mes “own rules "would * not’ be 
able to react without lowering the dealer price over 
a whole zone. 


Perhaps recognizing such dangers, Esso testified 
under cross-examination at the Restrictive Trade 
Practices” Commission that’ it would’ Wot rule®out the 
possibility of temporary allowances. 


If rack pricing does become common in Ontario, ina 
form similar to that envisaged by Esso, then some 
changes can be anticipated in the market. 


- Price war activity will likely be dampened, 
because individual dealers will be unable to 


= 


afford the deep discounts that have been 
prevalent in the market, particularly in 
Southern Ontario. 


= The underlying price, apart from price wars, 
will become more competitive, particularly in 
high-volume markets. 


- Prices will be more greatly affected by 
wholesale prices in the northern tier of the 
United States than they are at present. 


i Some dealers who are surviving on guaranteed 
margins will be squeezed out of the business. 


With respect to the differences in prices between 
Northern and Southern Ontario, each of these changes 
will have a different effect: 


The lessening of price war activity will tend to 
narrow the price differential because price wars are 
more common in the south. 


- The effect of the lowering of the underlying 
price level will depend on the size and extent 
of the companies' zones, but will likely tend to 
widen the gap. 


= The effect of U.S. markets and suppliers will be 
felt more in southern Ontario, which is closer 


to competing refineries. This would tend to 
widen the price differential between north and 
south. 


- The effect on dealers within different areas is 
difLicult— to judge. It will depend partly on 
the attitude of individual companies toward 
maintaining market share in specific zones. 


In general, the move to rack pricing will probably 
increase the underlying price differential between 
north and south slightly. However, this effect will 
likely be overshadowed by the decrease in price war 
activity expected in the south. 


ate fy 
PETRO-CANADA TAKEOVER OF GULF 


On September Ll, 1985, Petro-Canada acquired the 
downstream assets of Gulf Oil from Ontario west, 
making it the largest retailer in the country, with 
over 4,000 retail gasoline stations. 


In the Ontario market, this move concentrates 80% of 
gasoline marketing activity in the hands of four 


companies. While this’ will inevitably lessen 
competition to some extent, the market is still 
extremely competitive. Several of the other oil 


companies claim that they have been able to woo 


thousands of former Gulf customers who are reluctant 
to purchase from a national “oil company. At the 


same time, other motorists who previously lacked 
convenient access to Petro-Canada stations may now 
patronize Gulf stations just because they are 
nationally owned. 


Petro-Canada is now much more strongly represented 
at the retail level in western Canada and in 
northern Ontario, where the company had had 
relatively few outlets prior before the Gulf 
purchase, It has also substantially increased the 
proportion) o£) its pibusiness, jin) ‘the jrefining, ‘and 


marketing of oul products (the ‘downstream 
sector'). In recent years, the upstream sector 
(exploration, development, and production of crude 
oil) has been the more profitable one. Df yutineis 


situation continues, Petro-Canada will have made a 
substantial investment in a low-margin business. At 
the same time, 2 i has been announced that 
Petro-Canada will no longer serve as an instrument 
ofippubLictypolaayiy but) eather qwiltWabewsunsddisi, 1 Eni t 
were a private sector company. 


The danger is that the federal government will be 
tempted LO protect Pes national company by 
establishing an environment where it can _ survive 
even if its operation is inefficient. ine -stchd ian 
environment, other companies either operate 
inefficiently or reap excessive profits. In either 
case, the consumer ends up paying more. 


INTERNATIONAL FACTORS 


The Western Accord of March 29, 1985 effectively 
removed most restrictions on the import and export 
of petroleum products, including gasoline. This 
will make the Canadian market in general, and the 
Ontario market in particular, much more susceptible 
to forces at work in the world market. 
Increasingly, Ontario refineries will have to 
compete with refineries in the United States and 
other parts. Of nthe. world. At the same time, the 
same Ontario refiners will be seeking markets in the 
United States. 


However, a number of factors will impede the full 
integration of the Ontario market with that of the 
adjacent states. 


1. Canada permits higher levels of lead in gasoline 
than does the U.S. and the use of another 
additive, MMT, which is banned in the United 
States. Furthermore, the market demands a 
higher level of octane in Ontario then it does 
in the, U.S. These factors combine to make the 
gasoline marketed in Canada different from that 
in the United States. 


Oil refining is a very complicated process 
involving a large number of products’ being 
manufactured simultaneously. The addition of 
new products, such as new grades of gasoline, 
complicates the problem of operating an oil 
refinery efficiently and adds to the costs. 
Some domestic refiners may decline to 


participate in the U.S. market because of these 
extra costs. Similarly, some U.S. or overseas 


refiners may hesitate to produce special grades 
of gasoline for the Canadian market. 


2. The retailing of gasoline in Ontario requires an 
extensive distribution and marketing’ system. 
While Ontario refiners have established such 
systems in the provinces, foreign refiners have 
noe. To participate in the market, they must 
either build distribution facilities of their 
own or sell their product to others who have 
such facilities. 


The existing Ontario refiners are all struggling 
for market share in an effort to keep their 
equipment operating at profitable rates. Their 
interest lies in denying access to their 
distribution systems to new market entrants. 
The natural customers for the offshore refiners 
are therefore the jobbers. However, to gain 
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access to a significant portion of the market, 
the foreign refiners or their jobber-customers 
will require much-~ more extensive terminal 
facilities than are currently available. This 
impediment would be felt the most in northern 
Ontario because outlets there are further from 
potential import points than are stations in the 
south. 


3. The prevalance of consignment selling in the 
Ontario retail market will make ake very 
difficult for new market entrants to compete, 
particularly in areas where price wars. are 
common. The recent move by some major companies 
to a rack pricing system was probably motivated, 
at’ Least Gin “part, ‘By? <a’ “desire. to. open. the 
Canadian market to international competition. 
This move would be to the advantage of a 
multi-national oil company, enabling it to 
optimize its production at an international 
level and hence to operate more efficiently. 


The U.K. Coal Strike 


Despite these factors, the Ontario market will 
remain much affected by events taking place in the 
outside world. A recent example of an event that 
affected the Canadian gasoline market was the coal 
strike in the United Kingdom. Even though this 
occurred before the Western Accord, when there were 
more restrictions on imports, the strike depressed 
gasoline prices in Ontario. Faced by shortages of 
coal, utilities in the United Kingdom turned 
increasingly to heavy fuel oil for the generation of 
electricity. To satisfy the extra demand for heavy 
fuel oil, European refineries increased the amount 
of oil processed. This in turn resulted in excess 
production of gasoline, which lowered price levels 
throughout the world. 


Export Refineries 


Many oil-producing countries, in an effort to boost 
their revenues in the face of declining oil prices, 
have begun building refineries for the express 
purpose of exporting their production. These 
refiners are usually powered by energy made 
available at subsidized rates, either oil sold at 


artificially low internal rates or natural _ gas, 
produced in association with crude oil, which would 
otherwise be disposed of by £laGLng. Such 
installations are able to undercut most established 


refineries in the consuming countries of Western 
Europe and North America. 


ary ude 


These refineries are just beginning to come on 
stream. As more are built, they will become an 
increasingly important factor in the relatively 
static gasoline market. 


In the United States, imports of gasoline have 
reached such proportions that a substantial 
protectionist lobby has arisen, composed mostly of 
independent refiners who are hurt most by the new 
imports. The multi-national majors frequently have 
equity positions in the new refiners, and their 
existence is not threatened by them. Canada has not 
been as severely affected as the United States 
because its smaller market has not attracted the 
same level of effort on the part of the exporters, 
because of import restrictions prior to the Western 
Accord, and because of the backiwof terminal 
facilities. 


If the protectionist lobby in the United States is 
successful, Canada will be faced with a= hard 
choice: to seek exemptions from any USS. 
restrictions or to continue to allow free access to 
our markets by overseas refiners. To get exemptions 
from U.S. tariffs or quotas, Canada would have to 
adopt Similar regulations to prevent overseas 
products from entering the United States via 
Canada. The result can only be higher prices for 
consumers. Alternatively, if Canada continues to 
allow free access to the Canadian market, the 
Overseas exporters, having lost their access to the 
U.S. market, would probably become much more 
aggressive in pursuing other markets (such as 
Canada) which were still available to them. 


Canadian consumers would benefit from lower prices 
but Canada would risk losing the indigenous refining 


industry. 
OIL PRICING 


Since 1974 the Organization of Petroleum Exporting 
Countries (OPEC) has established the prices at which 
its members could sell their oil. While OPEC's 
share of the world oil market has gradually 
declined, most other producers have been reluctant 
to offer large discounts for fear of precipitating a 
price war. Recently, a worldwide surplus of oil has 
put severe strain on the pricing structure despite 
periodic downward revisions of the official price. 


Saudi Arabia has recently instituted a system of 
"netback pricing" under which the price of its oil 
is determined by the prices its customers obtain for 
the products they refine from it. Under this 
system, rather than the price of oil determining the 
price of gasoline, it is the price of gasoline which 
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determines the price of oil. The new system is much 
more responsive to market forces. It will work well 
only as long as international trade in both crude 
Cut. and products is relatively free of 
restrictions. Under these conditions, Tea Wk se 
increase the interdependence of national markets. 
From Canada's perspective, it will further increase 
the sensitivity of the Canadian market to foreign 
events. in yvaddition sit shouldiishtit, profits, jtrom 
the upstream to the downstream sectors. Ti s..wild 
benefit the major integrated companies because their 
activities are more extensive in the downstream 
sector than in the upstream (that is, they are not 
self-sufficient in crude oil). It will also benefit 
Ontario, because increased downstream profits will 
generate tax revenue. But will hurt independent 
producers by putting downward pressure on crude 
prices. 


